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CAPACITY OF THE WEST GERMAN ECONONY TO SUPPORT REAREAMENT Agig

%o thorcugh-going and comprebensive rosearch has been
done by the United States goverament on the capacity of the
¥Yest German economy to support an a:yanﬁud dofense effort,
Those experienced in segotiations on the German defense con~
tributien sre convinced that serious political obstacles
would be emcountered long befere economic factors limited
Germany's ability to support rearmament.

Presont Btate - A1l suthorities agree it is now health-
of the Roomony iest of any major European country.
we Groms National Product
rose 6.5 percent im 1832 to ap-
proximate $30 billionm) i sxpected
to rise 3 to 7 porcent in current
fiseal yesr may, soeording to
some State Department estinates,
'iacrtasa 40 percent over next ten
FoRYS,
- Total industrial production index now
st all-time Righ: 156 percent of 1936
lewel.

- Unsmployment at postwar low.
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Industrisl -
Capability for
Searmament

/

Gold and dollar reserves at postwer
peak.

Nolds shronic erediter position in
Europesn Paysents Union, and American
ofticialas hence recommending it seok
foreign invesiments to reduce its
eyredit sscount,

Currency soe stsble that Bonn govern-
ment planning free esnvertibility in
not diastant future.

¥est German exporters now active com-
petitors in most fereign markels,

Yest Germany's industrial production
sow informally rated by Fersign Opsra~
tiona Administration as about squal to
Rasi Germany's on eve ol Werld Yar Il--
hence industry could presumably be
genverted to amms production relatively
rapidly; given the necesasry raw nato~
rials and a few centralized controls
over key vital sectors of the economy.
For example:
1, Vest German mschine tool industry,
the key to fast conversion, is now
larger than in pre-war Germany;

i
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2.

Optieal, chemical, communications
and vehicle mgmufscturing indus-
tries sre already considered ade-
guate for sobilization needs,

-—-  POA considers that Allied postwar dis-

aymgment messures in Germany conptitute

0 greal cbstscle to rosragpent con-

version since fow new arms planis are

roquired, and only a saall portion of

present manufacturing plants reguire

speeiplly constructed equipment.
we Hence FOA ostimates that:

1,

’*

Smpll srms could be produced in
quantity 12 to 18 menths from
peginning of rearmsment effori;
Texks and hesvy srtillery could
start inte preﬂuetiaa in twvo and
s half years, velume production
being resched in another ysar, al-
though Genersl Heusinger, the
Federal Republic’s chief defense
planney, has said that it would
take four years;

3.

QLOE
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¥ost Germany's
preseat defense
gontribution

The German srmameni industry‘s chief
petential dependence on the Wost is
for yaw materials, partieularly high
grade iren ors and some non-ferrous
mstals,

Theoretieally committed, in NATO fiscal
yoenr exding 30 June 1983, to pay
squivslent of $8.4 billien or abeut 8
pereont of Gross National Preduct, bhew

Astuslly, becsuse EBC pot yst watified,
paid only support coats to Allied oo~
cupation treops at rate of $1.7 billien
anmually, exclusive of ceortain occups-
tion csrry-over costs and certain
donestic expenditures chargesble to
defense,

The difference simply represented a
sevieg to the federal itreasury.

In the carrent fiseal year Bonn {e
pledged to mpend the eguivalent of
$3.7 billion, but will save ahout %1

4,

ATCRET
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pillion 47 EDC remxins nnratified, the
g24ngnce minister refuming to place any
part of this aum in esorow for future
defonse use,
a - Bopp will contribute 12 groupenments
(divisions) to EDC under present plans,
—— These can be recruited and trained
within two to three YOars.
we The numbsr of reserve German groupe-
zents will be determined by the EIC

Comnissariat.

’ﬁhw
projected  — Btate Department hopes thit the Bomn Doy~
Toieation . 8 to 10{of the GNP
trivation | will pledge frem

-« Hopes may bs Tealized, since, when EDC
becomes effective, the German contribu-
tisn will still be based on RATC
eriteria in the mame BARNOT &S for
other countries.

ww The German hegyy armssents m@wtm
espability has not been officially
stated,

-- Benn hopes for foreign gid to convert
industry to sYnl saaufseturing, snd in

B,

. \ | '
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the first two years of EBC, it expectis

the U8 to supply mest wespous for the

eontingenta.

RI1COG has estimated that no more than

oas billion dollurs of the needed 5.5

billion dellars worth of major equip-

wiat for the first two years could be
produced in West Germany.

& dotermination of what part of German

industrial preduction will be utilized

for defense has not yet been nsde be-

SANNS

3. The Germans claim that before they
produce s utilisation plan, they
sust kaow the level and type of
US end-item aid;

8, U8 policy insists on knowing what
& sountry oan produce by itsel?
before snd-iten aid is determined;

3. Becsuse of French reluctance, the
EBC Interim Commiseion has not
developed suy heavy production
plans in vhich Bonn would partici-
pate,

6.

b ;g
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Possible Con~

teibution
Sutside EDC

¢ German con-
tribution
Outatide EDC

[ F PR

The Defense Depariment informally esti-
sates that outside EDC the Federal
Bepublic has the capability of estab-
iinding a aational sray double the
size of its preojected EDC contingents,
this to he done in seven years witdout
aany significant restrictions oz the
econony, and sssuming continued high
1evels of productivity and exports.
Befense also beslieves that West Ger-
many hss the optimum capseity to build
4 sotive divisiens, and about 33 re-
sorve divisions,

By partial mobilization of the economy
{comparadle to the U8 effort after
Xorea); this force could exist within
four years,

Without partis)l wobilization, and as-
suning US aid, it could be set up in
seven years; with an sverage yearly
outlay of $4 billion;

Yery great diplomatic obmtacles would
likely arise in attempting to establish
an independent West Germsn army, l.e.,
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we Prance would slmost certainly demand
widospread safeguards, auglitatively
snd guantitatively, against Geraan
milsitery production.

e These would affect production of air-
epstt, guided mianiles, and atemic,
widlogical, and chemical warfare
WORPORS.

- The Bonn govermment would just a8
surely refuse such dimcriminatory
restrictions.

ee Under EDC, on the other hand, nilitary
preduction in sll member eountries is
divected by the Commissariat, and
thevefore thers sre no restrictions
against Germany as suel,

Bossiing Ger- == Raising the pressnt Vest German con-
:::a i; 8@1£;y tribution to defease is & political
wtguad more than an economic problem.
-~  Theve is no indication that the Adenaner
governmeat would be disposed to lay out
moye for defense given R national arwy

wather tham EBC,

25X1
8.
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- 11, hewever, following Adenauver’s
death, s more rightist government Cane
s power, avms sxpanditures might

'we  Such s goversment might, hewever, not
be firmly attashed to Western polisies,
although its dependence on the West
for vav materisls might sct as a
wraks on its sctivities.

.
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